
6Euxeinos 18 / 2015

by Julia Nanay, Energy Ventures LLC
 

Gas Landscape in the Black Sea Transformed: Ukraine’s Role 
Challenged by Russia 

With Russia’s annexation of the Crimean 
Autonomous Republic in March 2014, 

Ukraine has seen its future as a Black Sea 
energy player increasingly restricted. It was 
only in the final year of former President Viktor 
Yanukovych’s term in office that Ukraine was 
on track to finally start seriously developing 
its domestic onshore and offshore resources. 
Ukraine had missed opportunities in the 
1990s and 2000s to become a more significant 
Black Sea energy player. During these 
decades, Ukraine’s leaders and its oligarchic 
elites kept Ukraine closely linked to Russian 
energy. Ironically, the leaders of the “Orange 
Revolution” who had pledged to bring 
Ukraine closer to the EU further strengthened 
its energy ties to Russia, whereas Yanukovych 
succeeded in raising Ukraine’s independent 
profile. 
Unlike Azerbaijan and Kazakhstan, which 
welcomed foreign investors into their oil 
and gas sectors and signed lucrative deals to 
develop their resources and in the process 
gained energy independence, Ukraine had 
since long chosen to remain largely dependent 
on Russia for its oil and gas supplies.1 Some 
International Oil Companies (IOCs), most 
notably Shell and Eni, did establish a presence 
and obtained licenses for conventional gas 
development in eastern Ukraine2, where much 
of the country’s existing gas production is 
located. However, the IOCs were barred by 
successive Ukrainian governments in the 1990s 
and 2000s from access to what may have been 

1	  Julia Nanay and Jan H. Kalicki, “Russia 
and Eurasia,” Energy & Security: Strategies for a 
World in Transition, Woodrow Wilson Center Press, 
Second Edition, July 2014.
2	  Shell in E&P deal with Ukraine state 
firm: Eyes natural gas potential in Dnieper-Donets 
Basin”, Platts Oilgram News, May 10, 2005; and Eni 
expands in Ukraine with Cadogan stake: Takes 
interest in two licenses in Dnieper-Donets Basin”, 
Platts Oilgram News, April 13, 2011.

more prospective onshore opportunities and 
were completely excluded from the offshore, 
which IOCs saw as the area with the greatest 
production advantages.

Consequences of annexation
When Ukraine attempted to open the offshore 
for investment in October 2007 during Viktor 
Yanukovych’s tenure as Prime Minister, it 
chose a small US company called Vanco for 
a Production Sharing Agreement (PSA) in 
what was the most desirable offshore tract 
near Crimea, the Prykerchenska block.3 Vanco, 
however, ended up in a consortium with 
Russian-allied companies, including Ukrainian 
oligarch Rinat Akhmetov’s company DTEK, 
Russia’s LUKOIL and a number of other 
Russian business interests. After Yuliya 
Tymoshenko became Prime Minister in 2008, 
she cancelled the PSA. It was reinstated 
in December 2012 during the subsequent 
presidency of Viktor Yanukovych, but drilling 
did not begin due to various regulatory 
problems. In 2015, almost eight years after the 
agreement was signed, work on Vanco’s block 
is still on hold. With the annexation of Crimea, 
the Vanco PSA’s future is uncertain since 
it was negotiated with previous Ukrainian 
governments and PSAs are in any case illegal 
under Russian legislation, which presumably 
would now govern Ukraine’s offshore Black 
Sea activities.
In the final months of his administration, 
former President Viktor Yanukovych signed 
two other PSAs with major IOCs. In November 
2013, a PSA was signed for shallow water 
license areas near Crimea – the Subbotina, 
Abikh, Mayachnaya and Kavkasaya blocks 
– with a group of companies that included 

3	  “Ukraine, Vanco sign production-sharing 
agreement on Prykerchenska,” Interfax: Russia CIS  
Energy Newswire, October 19, 2007.
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Eni and France’s EDF.4 A second PSA was 
planned for signature in February 2014 for 
the deepwater Skifska section of the Black 
Sea shelf near Zmeiny (Serpent) Island with 
a group of companies including ExxonMobil, 
Shell and OMV subsidiary Petrom.5 Skifska is 
located west of Crimea adjacent to the offshore 
boundary between Romania and Ukraine 
that was demarcated in February 2009. With 
Russia’s annexation of Crimea, neither of these 
offshore PSAs can be implemented and some 
of the IOCs involved have indicated that they 
will no longer participate.6 
In Crimea Russia also took control of the 
assets of the state-owned Naftogaz Ukrainy’s 
subsidiary Chornomornaftogaz, which was 
a partner in the PSA with Eni and EDF and 
was involved in its own in drilling of some 
offshore tracts in the Black and Azov Seas.7 

Subsequently, Chornomornaftogaz was added 
to the US Treasury Department’s sanctions list 
in April 2014 and to the European Union’s 
(EU’s) list in May 2014.8 All Crimean onshore 
4	  “Ukraine signs PSA with Eni, EDF for 
Black Sea blocks,” Interfax, November 27, 2013.
5	  “Ukraine plans to sign PSA with 
consortium led by ExxonMobil in fall,” Interfax, 
August 1, 2013; and “Yanukovych meets with 
ExxonMobil officials despite U.S. decision to 
cancel visas, Interfax-Ukraine News Agency, 
January 23, 2014, http://en.interfax.com.ua/news/
economic/187181.html
6	  “Russia sinks Ukraine’s Black Sea gas 
hopes,” Platts Oilgram News, March 20, 2014.
7	  “Crimea to take control of offshore gas: 
Pro-Russian authorities plan takeover of Black Sea 
producer,” Platts Oilgram News, March 13, 2014.
8	  “Treasury Designates Seven Individuals 
and One Entity Contributing to the Situation in 
Ukraine,” U.S. Department of the Treasury Press 
Center, April 11, 2014, http://www.treasury.gov/
press-center/press-releases/Pages/jl2355.aspx. In 
addition, the US Department of Commerce added 
Chornomornaftogaz to its “Entity List,” denying 
any export, re-export or in-country transfer of any 
goods to the company. See also, “EU slaps sanctions 
on Crimean oil firm: Chornomornaftogaz projects 
hit by lack of funding,” Platts Oilgram News, May 14, 
2014.

and offshore oil and gas activities are off 
limits for western companies. So far no 
Russian companies have entered into these 
developments. Crimea is apparently set to 
forfeit much of its ability to produce gas near 
its own shore and will have to satisfy some of 
its gas needs from far away Siberia.9

 
Ukraine’s precarious energy future
Ukraine had hoped to grow its domestic gas 
production from these sources in order to 
provide for its own needs while also becoming 
a gas supplier to the European Union (EU). In 
2014, Ukraine consumed 42.6 Bcm of gas and 
produced 20.5 Bcm, with both consumption and 
production now under downward pressure 
from the war and related uncertainty.10 It is 
important to note that a sizeable portion of 
Ukraine’s current conventional gas production 
is located in the eastern Dneiper-Donets Basin 
near areas of heavy fighting. This means that 
even the country’s existing conventional gas 
production could be impacted by instability in 
eastern Ukraine.
Ukraine is also considered to be highly 
prospective for shale gas. In January 2013, 
Shell signed a 50-year PSA for the Yuzivska 
block in the eastern Ukrainian Dnieper-Donets 
Basin.11 Subsequently, work on this block was 

9	  “Heated Issue: Russia to construct gas 
pipeline to Crimea,” RT, April 1, 2014, http://rt.com/
business/crimea-russia-gas-gazprom-533/
10	  “Ukraine cuts gas production 4.7%, 
consumption 16% in  2014,” Interfax, January 16, 
2015. Ukraine cut gas production 4.7% to 20.5 
bcm in 2014, Naftogaz, the national oil and gas 
company, said. These figures include consumption 
of 500 mcm of gas by Crimea in January-February. 
Naftogaz said Ukraine cut gas consumption 
16% last year to 42.6 bcm, with consumption by 
industry falling 22% to 15.7 bcm, households - 10% 
to 15.1 bcm and utility providers - 16% to 7 bcm. 
Technological losses in production and transport 
fell 14% to 3.7 bcm.
11	  “Ukraine signs landmark $10 billion shale 
gas deal with Shell,” Reuters, January 24. 2013, 

http://en.interfax.com.ua/news/economic/187181.html
http://en.interfax.com.ua/news/economic/187181.html
http://www.treasury.gov/press-center/press-releases/Pages/jl2355.aspx
http://www.treasury.gov/press-center/press-releases/Pages/jl2355.aspx
http://rt.com/business/crimea-russia-gas-gazprom-533/
http://rt.com/business/crimea-russia-gas-gazprom-533/
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jeopardized by heavy fighting nearby, as well 
as the fact that it was not far from where the 
Malaysian Airline’s MH17 plane was shot 
down in July 2014. The intensification of 
military activities in the east between pro-
Russian separatists and the Ukrainian army 
has forced Shell to indefinitely halt its shale gas 
drilling, although it has tried to maintain some 
level of activity in its conventional gas license 
area.12 In addition, the political destabilization 
of Ukraine contributed to the decision by 
Chevron in December 2014 to withdraw 
from its 50-year Oleska shale gas PSA in 
western Ukraine’s North Carpathian Basin, 
which was signed in November 2013.13  There 
are shale gas prospects in onshore western 
Ukraine which could yet yield some benefits 
and which attracted Eni as an investor. In 
October 2012, Eni finalized an agreement with 
Cadogan Petroleum and Nadra Ukrainy to 
purchase a 50.1% stake in LLC Westgasinvest, 
(Zahidgazinvest) which holds subsoil rights 
to nine shale gas licenses in the Lviv Basin 
(Eni 50.1%, Nadra Ukrainy 34.99%, Cadogan 
15%).14 Eni is slated to drill the first exploration 
well here by the end of 2015.15

Overall, however, since the annexation of 
Crimea, Ukraine’s potential to become a 
more sizeable gas producer with the ability 

http://uk.reuters.com/article/2013/01/24/uk-shale-
ukraine-idUKBRE90N11S20130124
12	  “Shell considers pulling plug on final 
Ukraine exploration well,” Reuters, June 11, 2015, 
http://www.reuters.com/article/2015/06/11/shell-
ukraine-shalegas-idUSL5N0YX25I20150611
13	  “Ukraine confirms Chevron’s decision to 
pull out of shale gas project,” Interfax, December 15, 
2014.
14	  “Eni chief confirms Ukraine 
unconventional gas market is promising,” Interfax, 
October 29, 2012
15	  “Eni will start drilling shale wells 
in Ukraine at the end of the year - Ministry of 
Environment,” RIA Novosti, January 21, 2015, http://
rian.com.ua/economy/20150121/362368605.html

to eventually supply Europe instead of just 
being a transit state for Russian gas has been 
severely curtailed. Both Kyiv’s access to its 
offshore Black Sea hydrocarbon blocks and the 
large-scale development of the country’s shale 
gas resources are now effectively blocked. 

The future of Ukraine´s transit leverage
The EU has been paying special attention 
to energy developments related to Ukraine 
due to the substantial supplies of gas to the 
EU-28 and Turkey, which transit through 
Ukraine’s pipeline network. After Ukraine 
halted gas imports from Russia on June 16, 
2014 over a pricing and payment dispute, the 
EU was forced to help mediate a resolution 
between Kyiv and Moscow in order to avert 
an interruption in gas transit to Europe. 
In 2013, Europe received 84 Bcm of its gas 
from Russia through Ukraine’s pipeline 
network.16 An agreement to restart gas exports 
to Ukraine was brokered by then EU Energy 
Commissioner Günther Oettinger on October 
30, 2014.17 As part of that agreement, Ukraine 
agreed to settle its gas debts to Gazprom that 
dated from November–December 2013 and 
April–June 2014 with an immediate $1.45 
billion payment, followed by another $1.65 
billion payment in December 2014. Ukraine 
also accepted to pay in advance for gas 
deliveries at $378 per thousand cubic meters 
(Mcm) for deliveries in November–December 
and $365/Mcm for January–March 2015. But 
Ukraine did not resume gas purchases from 

16	  “Ukraine Demands Changes to Gas 
Transit Deal with Russia,” Novinite, July 29, 2014, 
http://www.novinite.com/articles/162340/Ukraine+
Demands+Changes+to+Gas+Transit+Deal+with+R
ussia
17	  “Russia and Ukraine reach gas deal,” 
Financial Times, October 30, 2014, http://www.
ft.com/intl/cms/s/0/bec179ac-6086-11e4-833b-
00144feabdc0.html#axzz3eBeZyNpM

http://uk.reuters.com/article/2013/01/24/uk-shale-ukraine-idUKBRE90N11S20130124
http://uk.reuters.com/article/2013/01/24/uk-shale-ukraine-idUKBRE90N11S20130124
http://www.reuters.com/article/2015/06/11/shell-ukraine-shalegas-idUSL5N0YX25I20150611
http://www.reuters.com/article/2015/06/11/shell-ukraine-shalegas-idUSL5N0YX25I20150611
http://rian.com.ua/economy/20150121/362368605.html
http://rian.com.ua/economy/20150121/362368605.html
http://www.novinite.com/articles/162340/Ukraine+Demands+Changes+to+Gas+Transit+Deal+with+Russia
http://www.novinite.com/articles/162340/Ukraine+Demands+Changes+to+Gas+Transit+Deal+with+Russia
http://www.novinite.com/articles/162340/Ukraine+Demands+Changes+to+Gas+Transit+Deal+with+Russia
http://www.ft.com/intl/cms/s/0/bec179ac-6086-11e4-833b-00144feabdc0.html#axzz3eBeZyNpM
http://www.ft.com/intl/cms/s/0/bec179ac-6086-11e4-833b-00144feabdc0.html#axzz3eBeZyNpM
http://www.ft.com/intl/cms/s/0/bec179ac-6086-11e4-833b-00144feabdc0.html#axzz3eBeZyNpM
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Gazprom until December 11, 2014, all the 
while continuing to transit gas to the EU-28 
and Turkey.
The six-month gap in buying Russian gas led 
to a sharp drop in Ukraine’s 2014 imports 
from Russia, which fell from 26 Bcm in 2013 
to about 15 Bcm in 2014. Gas transit to Europe 
across Ukraine also fell to 60 Bcm in 2014. 
Ukraine supplemented its own gas needs by 
reverse flows of gas from Hungary, Poland 
and Slovakia. This reached about 5.1 Bcm in 
2014 and helped meet gas demand in western 
Ukraine. It is important to note, however, that 
gas demand in Ukraine, is highest in the East, 
where industrial activities (chemicals and 
metallurgy) are concentrated. 
Ukraine’s October 2014 gas agreement with 
Gazprom expired on March 15, 2015 toward the 
end of the heating season, which eased some 
of the strain for EU gas supplies. With tensions 
escalating between Ukraine and Russia and 
gas prices dropping, striking follow-up 
agreements with Gazprom has been  difficult. 
Disagreements over gas pricing may be one of 
the sticking points in all future agreements. 
The new European Commission Vice President 
in charge of the EU’s energy agenda, Maros 
Sefcovic, has been involved in all negotiations 
since March. To ensure the uninterrupted flow 
of gas across Ukraine to Europe, the EU will 
have to remain engaged in brokering relations 
between Kyiv and Moscow. These short-term 
fixes could well be a way for Gazprom to fuel 
tensions between Kyiv and Brussels so that the 
EU’s reliance on Ukrainian transit comes to be 
seen as increasingly untenable.
This plays into Russia’s strategy for eliminating 
the use of Ukraine’s network of gas pipelines 
for shipments to Europe altogether. In 2014, 
this transit accounted for about 39% of the 
EU-28 plus Turkey’s 147 Bcm of imports 
from Russia, down from over 50% of the 162 

Bcm of imports in 2013.18 However, by 2020 
Russia is planning to shift the gas it sends 
to Europe across Ukraine to a new pipeline 
network under the Black Sea to Turkey. The 
yet to be constructed Turkish Stream pipeline 
will supposedly carry 63 Bcm per year of 
Russian gas, with about 47 Bcm targeted for 
shipment via Turkey to Europe from a transit 
point near the Greek border.19 Turkish Stream 
would substitute Turkey for Ukraine as the 
transit corridor for transporting Russian gas 
to Europe and make Turkey Russia’s partner 
in bypassing Ukraine. It would create a 
new dynamic in the Black Sea region, de-
emphasizing the importance of Ukraine and 
elevating the role of Turkey as Russia’s most 
critical partner in the Black Sea region.
On December 1, 2014 in Ankara, Gazprom 
CEO Alexey Miller and BOTAS CEO 
Mehmet Konuk signed a Memorandum of 
Understanding (MoU) to build the Turkish 
Stream pipeline.20 Gazprom then announced 
that it was cancelling the planned South 
Stream project, which would have made 
landfall in EU member Bulgaria and headed 
north from there into Serbia, Hungary, 
Slovenia to Tarvisio in northern Italy, with 
offshoots to Croatia, Bosnia & Herzegovina, 
and Macedonia. The most recent addition 
was Austria, which indicated in June 2014 
that it wanted South Stream to extend to its 
18	  “Russia’s Gazprom sees gas production 
at all-time low,” Reuters, December 24, 2014.  
Gas exports to the EU, Turkey, to decline 9 
percent in 2014 to 147 bcm. http://www.reuters.
com/article/2014/12/24/russia-gazprom-output-
idUSL6N0U81HA20141224
19	  “Russia’s Gazprom presses on with 
Turkey pipeline despite questions,” Reuters, June 
3, 2015, http://eiranews.com/index.php/en/open-
forum/1665-russia-s-gazprom-presses-on-with-
turkey-pipeline-despite-questions
20	  “New gas pipeline towards Turkey,” 
Gazprom Press Release, December 2, 2014, http://
www.gazprom.com/press/news/2014/december/
article208505/

http://www.reuters.com/article/2014/12/24/russia-gazprom-output-idUSL6N0U81HA20141224
http://www.reuters.com/article/2014/12/24/russia-gazprom-output-idUSL6N0U81HA20141224
http://www.reuters.com/article/2014/12/24/russia-gazprom-output-idUSL6N0U81HA20141224
http://eiranews.com/index.php/en/open-forum/1665-russia-s-gazprom-presses-on-with-turkey-pipeline-despite-questions
http://eiranews.com/index.php/en/open-forum/1665-russia-s-gazprom-presses-on-with-turkey-pipeline-despite-questions
http://eiranews.com/index.php/en/open-forum/1665-russia-s-gazprom-presses-on-with-turkey-pipeline-despite-questions
http://www.gazprom.com/press/news/2014/december/article208505/
http://www.gazprom.com/press/news/2014/december/article208505/
http://www.gazprom.com/press/news/2014/december/article208505/
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Baumgarten gas trading hub.
With the decision to ax South Stream, 
Gazprom gave up on trying to convince the 
European Commission to back away from 
enforcement of its Third Energy Package 
rules for the pipeline’s onshore sections in 
EU countries and also signaled that it would 
abandon efforts to gain control of Ukraine’s 
pipeline network. Gazprom adopted a new 
approach for a pipeline that largely mirrors 
South Stream’s trajectory, but ends up in non-
EU Turkey. At the same time, Gazprom agreed 
to pay its partners in the offshore section of the 
South Stream pipeline – Eni, Wintershall, and 
EDF – for their investments to date, but did 
not involve any of them in the offshore section 
of Turkish Stream.21 
After years of disputes between Moscow and 
Kyiv over gas prices and payments, Russia’s 
hope of getting Ukraine to cede its pipeline 
network to Gazprom, like Belarus did in 2011, 
is now a dead issue. While Ukrainian transit 
is still far more critical than that of Belarus, 
Russia’s goal by 2020 is to end Ukraine’s role 
by relying on transit under the Black Sea and 
across non-EU Turkey, where the gas is likely 
to make landfall in the northwestern region 
of Thrace.22 While Gazprom may try to build 
the undersea section of the Turkish Stream 
pipeline on its own, it intends to partner with 
the Turkish state pipeline company BOTAS 
for constructing the onshore portion from the 
Turkish Stream’s landfall to the Greek border.
Because its goal is to halt transit across 
Ukraine, once Turkish Stream is built, 

21	  “Gazprom pays $1bn for EU partner 
shares in South Stream, RT, March 31, 2015, http://
rt.com/business/245621-gazprom-partners-debt-
shares/
22	  Russia Plans to End Ukraine Gas 
Transit for New Route After 2019,” Bloomberg, 
April 13, 2015, http://www.bloomberg.com/news/
articles/2015-04-13/russia-plans-to-end-ukraine-
gas-transit-for-new-route-after-2019

Gazprom also intends to idle the north-south 
flow of the Trans-Balkan onshore pipeline 
in Europe that carries gas from Ukraine’s 
border to Moldova, Romania, Bulgaria and 
Turkey. Turkey can currently receive 14 Bcm 
per year for customers located in Istanbul and 
its vicinity from Bulgaria through the Trans-
Balkan pipeline.23

Gazprom plans to shift deliveries of this 14 
Bcm of gas from the Trans-Balkan pipeline 
to the first branch of Turkish Stream. In other 
words, the first branch of Turkish Stream 
would be dedicated to the Turkish domestic 
market, which relied on an estimated 27 Bcm 
of Russian imports in 2014. Total Turkish gas 
demand is estimated to have reached 47.5 Bcm 
in 2014, which means that Gazprom currently 
meets over 50% of Turkish demand.24 

Gazprom wants to build four Turkish Stream 
branches, replicating its South Stream plans. 
After feeding the Turkish market with the first 
branch, Gazprom expects to supply 47 Bcm to 
Europe from Turkey through the other three 
branches.
Yet how viable is Turkish Stream and would it 
create new energy security issues for Europe? 
Because Turkish Stream would lead to the 
abandonment of Ukraine’s existing export 
pipelines and associated with this, the Trans-
Balkan pipeline, it means that existing gas 
pipelines that supply Europe could be left 
unused at a time when low oil prices (and 
lower gas prices) are calling into question 
23	  “Russian gas to Turkey a record in 2014,” 
Platts, October 1, 2014, http://www.platts.com/
latest-news/natural-gas/moscow/russian-gas-to-
turkey-a-record-in-2014-blue-steam-26893479

24	  “European gas demand fell 11% on year 
in 2014 to 409 Bcm: Eurogas,” Platts, March 25, 
2015, http://www.platts.com/latest-news/natural-
gas/london/european-gas-demand-fell-11-on-year-
in-2014-to-26049067; “Gas supplies to Europe,” 
Gazprom Export, http://www.gazpromexport.ru/en/
statistics/

http://rt.com/business/245621-gazprom-partners-debt-shares/
http://rt.com/business/245621-gazprom-partners-debt-shares/
http://rt.com/business/245621-gazprom-partners-debt-shares/
http://www.bloomberg.com/news/articles/2015-04-13/russia-plans-to-end-ukraine-gas-transit-for-new-route-after-2019
http://www.bloomberg.com/news/articles/2015-04-13/russia-plans-to-end-ukraine-gas-transit-for-new-route-after-2019
http://www.bloomberg.com/news/articles/2015-04-13/russia-plans-to-end-ukraine-gas-transit-for-new-route-after-2019
http://www.platts.com/latest-news/natural-gas/moscow/russian-gas-to-turkey-a-record-in-2014-blue-steam-26893479
http://www.platts.com/latest-news/natural-gas/moscow/russian-gas-to-turkey-a-record-in-2014-blue-steam-26893479
http://www.platts.com/latest-news/natural-gas/moscow/russian-gas-to-turkey-a-record-in-2014-blue-steam-26893479
http://www.platts.com/latest-news/natural-gas/london/european-gas-demand-fell-11-on-year-in-2014-to-26049067
http://www.platts.com/latest-news/natural-gas/london/european-gas-demand-fell-11-on-year-in-2014-to-26049067
http://www.platts.com/latest-news/natural-gas/london/european-gas-demand-fell-11-on-year-in-2014-to-26049067
http://www.gazpromexport.ru/en/statistics/
http://www.gazpromexport.ru/en/statistics/
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the feasibility of building new infrastructure 
projects such as Turkish Stream and required 
new infrastructure in the EU. It is also 
important to recall that Gazprom was placed 
on the US sanctions list in September 2014.25

The existing pipelines across Ukraine deliver 
gas under contracts with defined delivery 
points to customers in a number of EU 
countries including Bulgaria, Hungary, 
Moldova, Poland, Romania, and Slovakia. 
Reorienting these supplies for delivery through 
Turkish Stream via Greece will not end the 
EU’s concerns over the security of supply. It 
will just transfer the geopolitical and political 
problems that trouble the EU relationship with 
Russia away from Ukraine to Turkey. Potential 
disagreements between Turkey and Russia 
over pricing, payment or other issues could 
also lead to supply disruptions. In any case, 
political tensions between the two countries 
are inevitable.
Moreover, Gazprom expects European 
customers for its gas to change the delivery 
points in their contracts for purchase at 
the Greek-Turkish border instead of at the 
Ukrainian border or established European 
hubs like Austria’s Baumgarten. It has called 
on European buyers to build the necessary 
infrastructure in their countries to receive 
this gas. The demand for new infrastructure 
is already proving contentious with the EU, 
25	  “Announcement of Expanded Treasury 
Sanctions within the Russian Financial Services, 
Energy and Defense or Related Materiel Sectors,” 
U.S. Treasury Press Service, September 12, 2014.  
Treasury has imposed sanctions that prohibit the 
export of goods, services (not including financial 
services), or technology in support of exploration or 
production for Russian deepwater, Arctic offshore, 
or shale projects that have the potential to produce 
oil, to five Russian energy companies – Gazprom, 
Gazprom Neft, Lukoil, Surgutneftegas, and Rosneft 
– involved in these types of projects. http://www.
treasury.gov/press-center/press-releases/Pages/
jl2629.aspx

although Gazprom could look to a reversal of 
the existing Trans-Balkan pipeline so that its 
gas flows can head from the Turkish-Bulgarian 
border to the north and thereby counter the 
EU’s objections. After all, Russian gas would 
be able to meet the needs of Gazprom’s existing 
customers instead of leaving the Trans-Balkan 
pipeline empty.
In fact, while Gazprom has reassured Turkey 
that it would keep receiving the gas that it 
would otherwise have received through the 
Trans-Balkan pipeline, no such assurances 
have been given to Bulgaria, Romania and 
Moldova. Gazprom may see the Trans-
Balkan pipeline’s reversal as a way to feed 
gas from the second branch of Turkish Stream 
to its traditional Eastern/Central European 
customers and may believe that the EU will 
agree. On February 17, 2015, Hungary’s 
Prime Minister Viktor Orbán met with 
President Vladimir Putin in Budapest and 
offered his support for taking supplies that 
would originate through the Turkish Stream 
pipeline.26 Currently, Gazprom is considering 
the use of new pipeline networks from Greece 
to Macedonia, Serbia, and Hungary.27

Gazprom is also planning an expansion of the 
existing Blue Stream pipeline under the Black 
Sea to central Turkey to 19 Bcm per year.28 Blue 
Stream is jointly owned by Gazprom and Eni. 
While its capacity is 16 Bcm per year, Turkey’s 
state pipeline company BOTAS currently 
26	  “Putin finds warm welcome in Hungary, 
despite European chill,” Reuters, February 17, 
2015, http://uk.reuters.com/article/2015/02/17/uk-
hungary-putin-idUKKBN0LL1XP20150217
27	  “Greece, Macedonia, Serbia and Hungary 
discuss ‘Turkish Stream’,” EurActiv, April 7, 2015, 
http://www.euractiv.com/sections/energy/greece-
macedonia-serbia-and-hungary-discuss-turkish-
stream-313567
28	  “Gazprom, Turkey agree to expand Blue 
Stream capacity,” Oil & Gas Journal, October 1, 2014, 
http://www.ogj.com/articles/2014/10/gazprom-
turkey-agree-to-expand-blue-stream-capacity.html
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takes about 14 Bcm per year under a contract 
signed in December 1997, which expires in 
2025 but could be extended. Gazprom may be 
thinking that extra gas delivered through Blue 
Stream, which cannot be absorbed by Turkey, 
could be fed into the planned Trans-Anatolian 
Gas Pipeline (TANAP). TANAP is initially 
expected to be used for shipments of gas from 
Phase 2 of Azerbaijan’s offshore Shah Deniz 
gas and condensate field. TANAP will be 
built from the Georgian-Turkish border to the 
Turkish-Greek border, and majority-owned by 
Azerbaijan’s state oil company SOCAR (58%), 
with BOTAS (30%) and BP (12%) holding the 
remaining shares.29 By the end of 2020, TANAP 
will connect at the Turkish-Greek border to the 

29	  “Turkey and Azerbaijan begin 
construction of TANAP pipeline,” EurActiv, March 
17, 2015, http://www.euractiv.com/sections/energy/
turkey-and-azerbaijan-begin-construction-tanap-
pipeline-312964.

new 10 Bcm per year Trans Adriatic Pipeline 
(TAP). TAP will be built across Greece 
into Albania and under the Adriatic Sea to 
southern Italy.30 TAP’s existing shareholders 
are BP (20%), SOCAR (20%), Statoil (20%), 
Fluxys (19%), Enagas (16%), and Switzerland’s 
Axpo (5%), although changes in this investor 
structure are possible. In the future, TAP can 
be expanded to 20 Bcm.
As currently envisioned, TANAP’s initial 
capacity will reach 16 Bcm per year, with 6 
Bcm to be delivered to the western Turkish 
domestic market and 10 Bcm planned for 
onward shipment to Europe through TAP. 
By 2023, TANAP could be expanded to 
24 Bcm and by 2026 to 31 Bcm in order to 
accommodate additional Azerbaijani gas 
from new offshore developments and from 

30	  “Trans Adriatic Pipeline route,” Trans 
Adriatic Pipeline, http://www.tap-ag.com/the-
pipeline/route-map
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other regional sources, such as Kurdistan, 
Turkmenistan, and possibly Iran. TANAP’s 
expansion in 2023 could be seen by Gazprom 
as being able to take excess volumes from Blue 
Stream and as a way to head off other regional 
gas from entering the pipeline. In addition, 
Gazprom may be looking at the TAP expansion 
to 20 Bcm as a means of accommodating some 
Turkish Stream volumes from a third branch.31 
TAP has considered an Ionian extension from 
Albania into Montenegro, southern Croatia, 
and Bosnia and Herzegovina -- markets that 
Gazprom would also like to penetrate.
Turkey’s gas rapprochement with Russia is 
also tied to the government’s negotiations 
with Gazprom for lower gas prices. At the 
time of the signing of the Turkish Stream MoU 
in December 2014, Gazprom mentioned a 6% 
price discount for Turkey, which wanted 15%. 
Any deal between the two governments for 
new pipeline supplies is likely to be linked to 
substantially lower gas prices for Turkey. In 
fact, a price reduction of 10.25% in the price 
that BOTAS pays for Gazprom’s gas could 
be the compromise that allows the first 15.75 
Bcm branch of Turkish Stream to be built for 
Turkey’s domestic market. 32

It is not surprising then that Azerbaijan’s 
President Ilham Aliyev traveled to Ankara 
on January 15, 2015, soon after the Turkish 
Stream announcement.33 He needed to get 
reassurances from Turkey that it was still 
31	  Russia can us Trans Adriatic Pipeline, 
Commission confirms,” EurActiv, March 6, 2015, 
http://www.euractiv.com/sections/energy/russia-
can-use-trans-adriatic-pipeline-commission-
confirms-312688
32	  “Moscow and Ankara agree 10.25% 
gas discount for Turkey,” RT, March 18, 2015, 
http://rt.com/business/241949-russia-turkey-gas-
discount/
33	  “President of Azerbaijan Aliyev is in 
Turkey,” Republic of Turkey Ministry of Foreign 
Affairs, January 15, 2015, http://www.mfa.gov.tr/
president-of-azerbaijan-aliyev-is-in-turkey.en.mfa

committed to the Southern Gas Corridor 
project with Baku for the Shah Deniz field. 
The Final Investment Decision (FID) for the 
TANAP pipeline was yet to been taken and 
there is cause for concern by Azerbaijan that 
Ankara could end up prioritizing the Turkish 
Stream pipeline. The two projects have similar 
timelines.
Getting these reassurances may be easier for 
Azerbaijan in the aftermath of Turkey’s June 7, 
2015 parliamentary elections. These elections 
have complicated Gazprom’s Turkish Stream 
plans, particularly for the second, third and 
fourth pipeline branches to supply the EU. 
The shake-up in the country’s parliamentary 
political make-up that resulted from these 
elections means that President Recep Tayyip 
Erdogan’s Justice and Development Party 
(AKP) no longer holds a parliamentary 
majority.  This has presented Turkish 
opposition parties with a likely say in how 
the Turkish Stream pipeline progresses. The 
opposition parties all appear to be strong 
supporters of TANAP. What’s more, until a new 
government can be formed, Turkish Energy 
Minister Taner Yildiz is acting in a caretaker 
position and could eventually be replaced. 
Gazprom had expected an Intergovernmental 
Agreement (IGA) for Turkish Stream to be 
signed by July 2015, but the current domestic 
political situation and the absence of a sitting 
parliament to ratify the IGA could delay any 
immediate action. The delay would be greater 
if no coalition government emerges by the end 
of July and new elections are then scheduled 
for this autumn.
At the same time, the Russian government 
and Gazprom continue to make every 
effort to realize the Turkish Stream project, 
most recently enlisting the support of 
Greece’s Syriza government led by Prime 
Minister Alexis Tsipras who has committed 
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Timeline of events Oct 2007 - Feb 2015 Julia Nanay 

Oct 2007 2008 Dec 2012 Jan 2013 Nov  2013 Feb 2014 March 2014

During Yanukovych’s 
term of office Ukraine 
decides to open 
the offshore for 
investment and signs 
a Production Sharing 
Agreement (PSA) with 
a small US company 
called Vanco

The Production 
Sharing Agreement 
(PSA) was cancelled 
by Premier Minister 
Yulia Timoshenko

PSA reinstated

Shell signs a 50-year 
PSA for the Yuzivska 
block in the eastern 
Ukrainian Dnieper-
Donets Basin

PSA signed by 
Yanukovych with 
Italy’s Eni and 
France’s EDF for 
areas near Crimea – 
the Subbotina, Abikh, 
Mayachnaya and 
Kavkasaya blocks

PSA signed by 
Ukraine with 
ExxonMobil, Shell 
and OMV subsidiary 
Petrom for the 
Skifska section of the 
Black Sea shelf near 
Zmeiny (Serpent) 
Island

Annexation of the 
Crimean Autonomous 
Republic

April 2014 May 2014 Sept 2014 Oct 30, 2014 Dec 1, 2014 Dec 2014 Jan 15, 2015

European and US 
sanctions imposed on 
Russia

Chornomornaftogaz 
added to the European 
Union’s (EU’s) list

Gazprom 
placed under 
US sanctions

EU Energy Com-
missioner Günther 
Oettinger brokers 
an agreement with 
Russia’s Gazprom to 
restart gas exports to 
Ukraine

Chevron withdraws 
from its 50-year 
Oleska shale gas 
PSA in the western 
Ukrainian North 
Carpathian Basin, 
which was previously 
signed in November 
2013

Azerbaijan’s President 
Ilham Aliyev’s travels 
to Turkey to reassure 
commitments to 
the Southern Gas 
Corridor project with 
Baku for the Shah 
Deniz field

Gazprom CEO 
Alexey Miller and 
BOTAS CEO Mehmet 
Konuk (Ankara) sign 
a Memorandum of 
Understanding (MoU) 
to build the Turkish 
Stream pipeline

Jan 15, 2015 Feb 17, 2015

Hungary’s Prime 
Minister Viktor Orbán 
meets with President 
Vladimir Putin in 
Budapest regarding 
possible support 
for taking supplies 
that would originate 
through the Turkish 
Stream pipeline.

Ukraine’s October 
2014 gas agreement 
with Gazprom expires
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to the pipeline’s extension into Greece.34

Gazprom’s determination may be linked to the 
achievement of several goals with the Turkish 
Stream project. The first would be to bypass 
Ukraine’s transit network. The second would 
be to secure Turkey – which is its second 
largest export market after Germany – as a 
long-term major Gazprom customer. The third 
would be to squeeze future Azerbaijani gas 
and gas from other regional sources out of the 
Southern Gas Corridor, preventing them from 
becoming competing suppliers to Europe.
Clearly, however, Ukraine’s energy role in the 
Black Sea is being increasingly reduced and 
whatever its aspirations may have been to 
become a more substantial gas producer and 
possible exporter in its own right have been 
put on hold indefinitely.

34	  “Russia, Greece sign €2bn deal on Turkish 
Stream gas pipeline,” RT, June 19, 2015, http://
rt.com/business/268279-russia-greece-turkish-
stream/
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